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CITY OF MOUNTAIN VIEW 
MEMORANDUM 

 
 
DATE: April 28, 2011 
 
TO: City Council 
 
FROM: Melissa Stevenson Dile, Interim City Manager 
 
SUBJECT: MAY 3, 2011 STUDY SESSION—FISCAL YEAR 2011-12 GENERAL 

OPERATING FUND NARRATIVE BUDGET REPORT 
 
 
RECOMMENDATION 
 
That the City Council review and discuss the General Operating Fund Narrative Budget 
Report, which will provide the foundation for a proposed budget to be reviewed by the 
City Council at public hearings on June 7 and June 14, 2011.   
 
INTRODUCTION/BACKGROUND 
 
The City's financial health is significantly shaped by economic forces beyond our 
control.  Core City services are funded by the General Operating Fund which relies 
heavily on property and sales taxes.  These resources have been battered in recent years 
as the Great Recession has diminished property values and unemployment has reduced 
individual spending and corporate investment.  In each of the last two years, the City 
has experienced structural budget deficits in which ongoing revenues were not 
sufficient to meet ongoing expenditures.  It is to the City's credit that these deficits have 
been thoughtfully addressed by selectively reducing expenditures and services, 
establishing more efficient operating models and working closely with employee 
organizations to limit increases in employee compensation.  As a result, the City has 
preserved a wide range of high-quality services, even as other communities have been 
forced to abruptly and dramatically reduce services in order to address revenue 
shortfalls. 
 
At long last, there are some signs of hope in the national, State and regional economies.  
Although recovery is quite uneven, and local governments, including Mountain View, 
will only gradually experience improved resources as the economy regenerates, it 
appears we are beginning to recover from the Great Recession.  As of February 2011, 
local unemployment rates have declined over the last year and are now at 7.6 percent, a 
positive position compared to State-wide unemployment of 12.1 percent and the 
national unemployment rate of 8.9 percent.  
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Our overall property tax revenues remain constrained.  While the residential tax base 
appears to be stabilizing, instability continues in our commercial property tax base as 
property owners seek reassessments.  Although current fiscal year property tax revenue 
will be lower than anticipated when the budget was adopted, we believe we may be 
hitting bottom this fiscal year and will see revenue growth in Fiscal Year 2011-12.  We 
are seeing positive results in sales taxes, with a modest increase over budget estimated 
for the current fiscal year.  Overall, our operating revenues are only now exceeding the 
revenue generated in Fiscal Year 2006-07.   
 
Although it is heartening to see positive signs in the economy, the City remains 
challenged to contain nondiscretionary expenditures.  City services are provided by 
employees and, as a result, employee-related costs comprise approximately 80.0 percent 
of the City's General Operating Fund.  Because of this dynamic, cost increases related to 
employees significantly impact the City's budget.  It is important to acknowledge that 
the cooperation of employee organizations has assisted the City in weathering the 
recession.  Salary increases have largely been avoided and Mountain View employees 
pay a significant portion of their pension costs (including not only the employee share 
of PERS but also a portion of the employer contribution).  These are vital contributions 
to the City's fiscal sustainability.  Unfortunately, benefit costs, particularly for health 
care and pensions, continue to grow apace.  With revenue anticipated to grow by 
$1.8 million next year, and employee benefit costs anticipated to grow by $3.9 million, 
we project a Fiscal Year 2011-12 General Operating Fund structural deficit for a "status-
quo" budget of approximately $2.6 million.   
 
As noted in the Budget Balancing Blueprint presented by former City Manager Kevin C. 
Duggan on March 8, 2011, it is essential the City continue to balance the budget on a 
structural basis.  Using one-time funds to address ongoing costs has led to successive 
cycles of budget and service reductions in other communities and, most dramatically, at 
the State government.  Mountain View has successfully avoided the instability which 
results from this approach, aggressively addressing deficits each fiscal year while 
minimizing the negative impacts on our residents, customers and employees.   
 
This report provides an update to the information provided in the Budget Balancing 
Blueprint, which recommended the strategy for achieving a structurally balanced 
General Operating Fund budget for Fiscal Year 2011-12.  This strategy relied on 
implementing more operating efficiencies, new revenues and containing increases in 
employee compensation in order to reach a balanced budget.  Staff continues to 
recommend using these three elements to balance the Fiscal Year 2011-12 budget.  
Included as a companion document to this report is the City's 10-Year General 
Operating Fund Long-Range Financial Forecast.  Although no forecast can precisely 
predict the City's actual future financial state, the forecast illustrates the impact of the 
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anticipated continued growth in benefit costs compared to projected revenue growth 
for the foreseeable future.   
 
Budget Development and Adoption  
 
• March 8, 2011:  City Council received and endorsed the Budget Balancing 

Blueprint, the proposed budget strategy, approach and principles on which to 
develop the proposed Fiscal Year 2011-12 budget.   

 
• April 19, 2011 and March 22, 2011:  City Council discussed and reviewed the 

proposed Five-Year Capital Improvement Program.   
 
• May 3, 2011:  Narrative Budget Report and Fiscal Years 2011-21 General Operating 

Fund Long-Range Financial Forecast will be presented.   
 
• May 24, 2011:  Adoption of the Capital Improvement Program. 
 
• June 7, 2011:  First public hearing of proposed budget.   
 
• June 14, 2011:  Proposition 218 hearing and anticipated budget adoption.   
 
Updated General Operating Fund Status for Fiscal Year 2010-11 
 
Staff has continued to monitor General Operating Fund revenues and expenditures for 
the current fiscal year.  Now that we are in the fourth quarter of the fiscal year, 
estimates have a greater level of confidence, but final fiscal performance information 
will not be available until after the close of the fiscal year.  Consequently, the 
information that is available now will be the basis for the Fiscal Year 2011-12 
recommended budget. 
 
More comprehensive information about revenue and expenditure projections is 
available in the Long-Range Financial Forecast (LRFF).  Overall, total revenues will be 
about 0.1 percent lower this fiscal year than was projected at budget adoption in 
June 2010.  While sales tax and transient occupancy (hotel) tax receipts are performing 
better than expected this fiscal year, property taxes have not recovered as much as 
expected.  In addition, investment earnings are trending lower than expected due to 
continued low interest rates.   
 
On the expenditure side, total operating expenditures are expected to be 4.5 percent 
lower than budgeted, due primarily to salary savings from unfilled positions.  The net 
result of operations is estimated to be $1.4 million this fiscal year.  As has been the case 
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historically, this operating balance will be used to replenish the General Fund Reserve 
and fund new limited-period expenditures as follows (amounts in thousands): 
 
 Estimated GOF Operating Balance $1,376 
 Available Remaining from Prior Fiscal Years 322 
 Estimated One-Time Revenues        6 
 
 Total Estimates Available 1,704 
 
 Recommended Allocations: 
 General Fund Reserve(1) (1,070) 
 Limited-Period Expenditures   (634) 
 
 Total Recommended Allocations (1,704) 
 
 Estimated Balance Available $     -0- 
___________________________________ 
 

(1) To be determined with the proposed budget. 
 
Although we expect the City will end the current fiscal year with an operating balance, 
it is important to note two points:  the operating balance is largely due to delayed hiring 
of budgeted positions, which puts a strain on the organization as we attempt to 
maintain service levels.  This has been an important management strategy as we 
navigate challenging economic times.  Had those positions been promptly filled when 
vacated, very little balance would exist.  In addition, the operating balance is the 
funding source for key organizational needs:  Supplementing Reserves, capital 
replacement and limited-period expenditures.  All of the anticipated $1.4 million Fiscal 
Year 2010-11 operating balance will be required to meet those obligations. 
 
Updated Projection of Revenues, Expenditures and Structural Deficit for Fiscal 
Year 2011-12 
 
In presenting the Budget Balancing Blueprint on March 8, 2011, staff projected a 
structural deficit of $2.1 million for Fiscal Year 2011-12.  With additional information 
available on both revenues and expenditures as the fiscal year has progressed, staff now 
estimates a deficit of $2.6 million for Fiscal Year 2011-12.  A detailed discussion of 
revenue and expenditure assumptions for Fiscal Year 2011-12 follows, as does a 
discussion of the uncertainties facing the City which complicates our ability to assess 
the City's future financial position. 
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Revenue Projections for Fiscal Year 2011-12 
 
General Operating Fund revenues for the current fiscal year are estimated to be 
approximately 0.1 percent less ($87.5 million) than what was projected with the 
adoption of the budget last June ($87.6 million).  For Fiscal Year 2011-12, General 
Operating Fund revenues are projected to grow by 2.1 percent, to $89.4 million 
compared to the current fiscal year estimate.  This growth is the result of modest 
recovery in Property Tax, Sales Tax, Other Taxes and Use of Money and Property 
revenues.  The City's recent revenue history and projected revenues for the current 
fiscal year and next fiscal year are as follows (amounts in thousands): 
 
• Fiscal Year 2006-07 (Actual): $85,141 
 
• Fiscal Year 2007-08 (Actual): $88,140 
 
• Fiscal Year 2008-09 (Actual): $87,963 
 
• Fiscal Year 2009-10 (Actual): $86,416 
 
• Fiscal Year 2010-11 (Estimated): $87,531 
 
• Fiscal Year 2011-12 (Projected): $89,360 
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Details about the assumptions underlying the growth of specific revenue sources are 
provided in the LRFF report.  Discussed below are the Utility Users Tax, which was the 
subject of a ballot measure in November 2010, and new lease revenue associated with 
leasing the City's remaining portion of Charleston East property to Google.   
 
Utility Users Tax Update 
 
Because Mountain View voters approved Measure T in November 2010, which 
modernized the City's Utility Users Tax (UUT), staff expects this revenue source will 
stabilize and may increase somewhat over time.  It became effective March 1, 2011, and 
so it is too soon to tell the extent to which the modernization will affect UUT revenues.  
In April 2012, once a full year of revenue has been remitted under the modernized 
ordinance, staff will initiate an audit of this revenue source to determine compliance 
with the new ordinance.  Limited-period funding has been requested for this audit for 
Fiscal Year 2011-12.   
 
Charleston East Lease to Google 
 
A final and significant new revenue source is the revenue anticipated with a lease of the 
remaining 9.4-acre Charleston East property to Google.  This lease, executed in 
April 2011, continues the City's unique and entrepreneurial approach to using City-
owned property to generate revenue for City use.  This lease provides for a prepaid 
lump-sum rental payment of $30.0 million, which will be received in June 2011 but may 
only be recognized as revenue over the approximately 52-year life of the lease.  
Available revenues will be the approximately $580,000 annually earned rent and the 
associated interest earnings on the $30.0 million prepaid rent.  With this additional 
revenue, approximately 90.0 percent of the City's General Operating Fund resources for 
Fiscal Year 2011-12 will result from strategic property investments.   
 
An important policy decision for the City Council will be to determine how best to use 
the proceeds from this lease.  A comprehensive discussion of options is presented and 
staff recommends using a long-term approach for the use of the lease proceeds from 
this property which helps meet both current obligations and also provides seed money 
for enhanced services and future revenue-generating endeavors (see Attachment A).  To 
further these goals, staff recommends that the City Council consider the following 
approach regarding the proceeds from the lease of this property:   
 
• Placing the $30.0 million prepaid rent lease payment in an Agency Fund, as 

required by the lease agreement.   
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• Investing the $30.0 million in accordance with the City's adopted investment 

policy.   
 
• Transfer rent as earned (as required by generally accepted accounting principles) 

from the Agency Fund and interest to a new General Fund Reserve.   
 
• For Fiscal Year 2011-12, transfer proceeds of approximately $1,050,000 as 

unrestricted General Operating Fund revenue.   
 
• For Fiscal Years 2012-13 and beyond, transfer $750,000 of lease proceeds as 

unrestricted General Operating Fund revenue, and retain $300,000 of lease 
proceeds in the Reserve for possible City service enhancements.   

 
As is discussed in greater detail in Attachment A, if the $30.0 million one-time prepaid 
lease payment is treated as an endowment over the approximate 52-year life of the 
lease, at an annual investment return of 3.5 percent, this would generate annual interest 
proceeds of $1,050,000 and the $30.0 million endowment would still be available for use 
at the end of the lease.  This is a conservative estimate of returns, but it is also important 
to note that the City's current investment policy focuses on the safety of principal with 
low-risk investments and correspondingly lower potential returns.  Even at a 
3.5 percent return, however, the annual proceeds are close to the proceeds which would 
result if the capital were fully used over the life of the lease.  With this approach, the 
capital would remain at the end of the lease term and, though it would be worth far less 
than the current value of $30.0 million given the impact of inflation, it would still be 
available to fund future revenue-generating initiatives or other uses deemed 
appropriate at the time. 
 
Whether or not the Council chooses to preserve the $30.0 million lease payment over 
the life of the lease, beginning in Fiscal Year 2012-13, staff recommends dedicating a 
portion of the lease proceeds to fund new or enhanced services.  This lease represents a 
substantial new revenue source for the City and is ,therefore, a rare opportunity to both 
support current needs while also funding service enhancements.  While staff 
recommends that approximately 75.0 percent of the proceeds ($750,000) go toward 
supporting current services and 25.0 percent ($300,000) be reserved for enhanced 
services, these proportions could change as the Council deems appropriate.  
Meanwhile, for Fiscal Year 2011-12, staff recommends that all of the lease proceeds be 
dedicated to helping preserve current services while City revenues gradually recover 
from the lingering effects of the recession. 
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Expenditure Projections for Fiscal Year 2011-12 
 
Detailed expenditure projections are provided in the LRFF report and the 
recommended expenditures for Fiscal Year 2011-12 represent a status quo budget which 
preserves current service levels but does not enhance services.  Although service levels 
are not increasing, the City's costs of doing business are increasing due primarily to 
higher retirement and health-care benefit costs and step (salary) increases for some 
employees.  These increases are occurring even after the significant concessions made 
by employees last fiscal year in which salary increases through cost-of-living 
adjustments (COLAs) and merit increases were reduced or eliminated and employees 
agreed to pay more for retirement benefits for the current fiscal year.  Unfortunately, for 
Fiscal Year 2011-12, retirement costs are increasing by $2.8 million and health-care costs 
are increasing by $947,000, increasing the cost to the City of the current compensation 
provided to employees. 
 
Because public sector retirement costs have received much public attention in recent 
years, it is worth noting a few key points about Mountain View's approach to providing 
employee pension benefits.  First, the California Public Employee Retirement System 
(PERS) is structured to receive contributions by both the employee and the employer.  
These contributions historically have represented approximately 25.0 percent of the 
funding source for retirement benefits, with the remaining 75.0 percent funding 
resulting from investment earnings.  However, while in many cities the employer pays 
the employee contribution, in Mountain View, employees not only pay the employee 
contribution, but they also pay a portion of the employer contribution.  This is an 
unusual arrangement and was instituted, in part, to reflect the increased costs 
associated with enhanced retirement benefits. 
 
Although increasing employee contributions to PERS has helped manage the risk to the 
City of increased pension costs, two factors have pushed the City's PERS rates higher.  
The first is that the PERS system experienced significant investment losses in Fiscal 
Years ending June 30, 2008 (5.1 percent) and 2009 (24.0 percent)—losses which will 
impact the City's funding requirements.  While investment returns for the fiscal year 
ending June 30, 2010 (13.3 percent) improved over prior fiscal years, it will still take 
many years to erase the losses experienced in 2008 and 2009. 
 
The second major factor impacting the City's PERS rates is the revised actuarial 
assumptions used to calculate retirement benefits.  In spring 2010, PERS adopted the 
changes to the actuarial assumptions that found that employees were tending to retire 
earlier at higher salaries and living longer than previously expected.  These trends held 
true for both safety (sworn Police and Fire) employees as well as nonsafety 
(miscellaneous) employees.  As a result, the retirement system must generate more 
funds to cover higher payments to employees over a longer period of time.  This 
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requires higher employer contributions and is why the City's rates increased for Fiscal 
Year 2011-12 more than had previously been expected. 
 
There has been much public debate on the appropriate investment models and expected 
investment returns for PERS and other public pension systems.  The models used 
greatly impact the extent to which the system may be considered "funded."  The City's 
10-Year General Operating Fund Long-Range Financial Forecast assumes the 
7.75 percent annual investment return that PERS has historically used and reaffirmed in 
March 2011.  Some agencies have chosen to model lower return rates in order to protect 
against any future change to the assumed rate of return.   
 
There has been much less debate, however, on the accuracy of the data associated with 
the lifespan of retirees and the level of benefits paid over their years of retirement.  
Nationally, people are living longer and this is true among public sector employees as 
well.  While there may be widely varying perspectives on the appropriate investment 
models for pensions or the likelihood that investment gains will soon wipe out the 
recent investment losses, it is reasonable to assume that future public sector retirees will 
continue to enjoy the same number of years of retirement as their predecessors.  As a 
result, this dynamic will continue to shape retirement costs. 
 
Fiscal Year 2011-12 Recommendations 
 
• Nondiscretionary Increases: 
 
 Nondiscretionary increases totaling $110,000 are recommended to fund existing 

and new required operational costs such as nonprofit agencies, inflationary 
increases to governmental organization memberships, maintenance agreements, 
park maintenance, public safety lab costs and public safety vehicle rental.  See 
Attachment B for a complete listing of nondiscretionary items. 

 
• Limited-Period Recommendations: 
 
 There are also recommendations for limited-period funding.  An itemized list of 

these recommendations can be found on Attachment C.  Limited-period 
expenditures are recommended to be funded with the current fiscal year 
carryover. 

 
 Included in the limited-period recommendations is $2,500 for 2-1-1 funding.  The 

City Council approved three years of "limited-period funding" (at $10,000 per year 
beginning in Fiscal Year 2006-07) to assist with the start-up of the 2-1-1 County-
wide information system operated by United Way, and $10,000 for a fourth year of 
funding for Fiscal Year 2009-10.  The 2-1-1 program requested a fifth year of 
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$10,000 funding for Fiscal Year 2010-11, and $5,000 was approved by Council.  
While a number of cities provide funding for this program, others (including 
Sunnyvale and Palo Alto) do not.  It is recommended that limited-period funding 
in the amount of $2,500 be approved for Fiscal Year 2011-12 with the 
understanding that staff will consider this organization's request with the other 
General Operating Fund-funded nonprofit agencies in the Fiscal Year 2012-13 
funding cycle (see Attachment D). 

 
Uncertainties 
 
State of California (State) Budget Deficit 
 
It is important to note that the unresolved and massive State Budget deficit continues to 
be a source of uncertainty for local governments.  While Mountain View's Downtown 
Revitalization Authority is in its final two years of existence, proposals to reform or 
eliminate redevelopment agencies are the source of active discussion in the State 
Legislature.  Such proposals could negatively impact the City's ability to smoothly wind 
down the life of the Downtown Revitalization Authority.  In particular, it is unclear 
whether we will have two years to find new approaches to funding the redevelopment, 
housing and economic development functions now provided through Revitalization 
Authority funding, or will need to absorb those costs immediately.  At this point, staff is 
not assuming that funding to the Revitalization Authority will be cut through State 
action.  However, we recognize that the legislative environment remains very fluid and 
this assumption will be reevaluated as the City proposed budget is prepared.  Should 
the Downtown Revitalization District be forced to end abruptly, approximately 
$538,000 in funding for currently provided services would be at risk.  If this occurred, 
staff would recommend that transition funding be provided from the Budget 
Contingency Reserve.  
 
In addition, although a significant budget deficit remains at the State level, some 
changes have been adopted which will negatively affect the City in the coming fiscal 
year.  Staff expects State Budget Actions as follows:   
 
• COP's Grant $100,000 
 
 The State is proposing elimination of annual COP's grant funding which funds a 

portion of one Police Officer position.  The loss of this grant will increase the GOF's 
net cost by $100,000 annually. 
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• Booking Fees $150,000 
 
 The 0.15 percent vehicle license fee (VLF) ends effective June 30, 2011, which will 

eliminate funding to counties for jail services.  Santa Clara County assessed local 
agencies booking fees to local agencies prior to the 0.15 percent VLF and it is 
assumed these booking fees will again be assessed to local agencies to cover the 
loss in revenue. 

 
• Rapid Enforcement Allied Computer Teams (R.E.A.C.T.) $90,000 
 
 The 0.15 percent vehicle license fee (VLF) ends effective June 30, 2011, which will 

eliminate reimbursement funding for the Police Officer staffing of this program. 
 
• State Mandate Reimbursements $20,000 
 
 The State is proposing elimination of funding for two State mandates which will 

reduce reimbursement revenue by $20,000. 
 
State Pension Reform Proposals 
 
In addition, the subject of pension reform is being actively discussed at the State level.  
Some of the options being publicized include reducing the assumed annual investment 
returns, lowering benefit formulas, creating a hybrid pension plan which would have 
a 401K-style defined contribution plan in addition to a lower defined benefit plan than 
currently offered and placing caps on pension payments.  While there is much debate 
about these issues, it is very unclear at this time whether any changes will occur and 
what the impact would be on Mountain View.   
 
Federal Budget Deficit 
 
At the Federal level, the Housing and Urban Development (HUD) allocation for 
Community Development Block Grant (CDBG) and HOME funding has been reduced 
by 16.5 percent and 11.7 percent, respectively, resulting in a reduction in funding 
previously presented of $116,430.  However, this reduction is almost entirely offset by 
unanticipated program income of $112,100 and based on Council direction to staff at the 
April 5, 2011 City Council meeting, the remaining difference will be a net reduction to 
the grants given to service agencies, administration, other programs and housing 
projects/capital improvements.   
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Sustainable Operating Model for the Shoreline Golf Links 
 
As was discussed in the development of the Fiscal Year 2010-11 budget, operating 
expenditures of the Shoreline Golf Links are exceeding operating revenues.  All of the 
fund's available balance ($731,000) will be needed to balance the budget for Fiscal 
Year 2010-11 and, absent a change in the operating model, the course is projected with 
an operating loss of approximately $1.2 million for Fiscal Year 2011-12.  At the City 
Council's direction, staff has issued a Request for Proposals (RFP) to develop new 
operating models for the course and is also working with course employees to solicit 
their ideas.  Proposals are expected to be received in mid-May and analyzed this 
summer.  Because the golf course balance is expected to be essentially exhausted by the 
end of the current fiscal year, $500,000 from the Budget Contingency Reserve will be 
required to cover at least a few months of operating losses beginning in July 2011.  The 
amount of reserves required and the ultimate operating model associated with the golf 
course present another source of financial uncertainty.   
 
Fiscal Year 2011-12 Structural Deficit 
 
Currently, projected General Operating Fund revenues for Fiscal Year 2011-12 
(excluding the recommended budget balancing) total $89.4 million.  With expenditures 
estimated to increase $4.6 million if a "status-quo" budget were adopted, the current 
General Operating Fund structural deficit is $2.6 million.   
 
Major General Operating Fund revenue projections for Fiscal Year 2011-12 are outlined 
in the LRFF report.  In summary, most revenues, including the major categories of 
Property Tax, Sales Tax, Transient Occupancy Tax, Utility Users Tax, and Use of Money 
and Property are projected with mild growth.  This revenue performance is insufficient 
to address the estimated increase in expenditure costs for a "status-quo" budget.   
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The categories of changes in costs from Fiscal Year 2010-11 Adopted to Fiscal 
Year 2011-12 Recommended are as follows (amounts in thousands): 
 
 Expenditure Changes: 
 
  Retirement (PERS) $2,785 
  Health Insurance  947 
  Unemployment Insurance 126 
  Other Compensation Changes (94) 
  State Budget Impact    100 
 
  Total Compensation 3,864 
 
  Nondiscretionary Increases 110 
  Utilities 145 
  Fleet Maintenance 50 
  Liability Self-Insurance 228 
  Retirees' Health UAAL/Equip Replacement 57 
  State Budget Impact    150 
 
  Total Services, Supplies, Insurance    740 
 
 Total Increase $4,604 
 
The City recently received renewal rates for health-care benefits and the rates are higher 
than previously assumed in the projections for Fiscal Year 2011-12.  Retirement and 
health benefit cost increases account for $3.7 million of the total $4.6 million expenditure 
increase.  Public Employees Retirement System (PERS) rates are increasing as a result of 
investment losses experienced in Fiscal Year 2007-08 and Fiscal Year 2008-09 and also 
actuarial assumption changes (e.g., longer life span, etc.).  As the primary driver of the 
projected deficit for the upcoming fiscal year is attributable to the significantly 
increased cost of current employee benefits, the City is discussing with employee 
groups the need for labor groups to participate in the solution of balancing the budget 
for the upcoming fiscal year. 
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General Operating Fund Budget Balancing Blueprint 
 
On March 8, 2011, the City Council reviewed and endorsed a strategy to achieve a 
structurally balanced General Operating Fund Budget for Fiscal Year 2011-12.  The 
components of that strategy are as follows (amounts in thousands): 
 
 Operational Efficiencies $  200 
 
 Supplemental Revenues 900 
 
 Employee Compensation Cost Containment 1,000 
 
 $2,100 
 
With the updated estimates of the City's revenue and expenditures for Fiscal 
Year 2011-12, the proposed strategy for addressing the estimated $2.6 million deficit is 
modified slightly from the recommendation made in March (amounts in thousands): 
 
 Projected Budget Deficit $2,648 
 
 Operational Efficiencies (380) 
 
 Supplemental Revenues  (1,167) 
 
 Remaining Deficit-Employee Compensation Cost 
     Containment/Tier Reductions $1,101 
 
Operational Efficiencies 
 
Departments have put forward additional cost-cutting measures, including organiza-
tional restructuring believed to not directly affect services to the public.  These 
"operational efficiencies" total $380,000 and includes allocating 50.0 percent of a Code 
Enforcement Officer's time and some City Attorney time to the Building Services Fund 
in recognition of the support provided to that program and the reorganization in the 
Public Works Department.  Other cost-saving measures includes the reclassification of a 
Document Processing position, elimination of an hourly position in the Police 
Department, reduction in Preview distribution and reduced meeting minutes dictation.  
See Attachment E for a complete listing of the recommended operational efficiencies. 
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Supplemental Revenue 
 
• Google Inc. Lease and Prepaid Rent for Charleston East $1,050,000 
 
 As previously discussed, the lease agreement for this City-owned property was 

approved by Council on March 22, 2011.  The lease provides $30.0 million will be 
remitted to the City as the prepayment of rent for the initial lease term, approxi-
mately 52 years.  The prepaid rent is projected to generate an average of 
$1.1 million annually and it is recommended to transfer these investment earnings 
to the GOF for Fiscal Year 2011-12 to assist with balancing the budget.  See 
Attachment A for additional information.  

 
• Center for the Performing Arts $75,500 
 
 Additional surcharge assessed on ticket processor, building use fee and assessment 

of facility use fee on complimentary tickets.  The surcharge is a contractual agree-
ment and the fees are currently allowed in the Master Fee Schedule. 

 
• Rural Metro—First-Responder Service $41,500 
 
 The County has finalized the selection of a first responder and transport provider 

and Rural Metro will begin service on July 1, 2011.  As with the prior service 
provider, Rural Metro will contract with individual cities to supply first-responder 
services in their city and will reimburse each participating city for this service.   

 
In addition, recommendations regarding inflationary increases to current fees are 
usually presented with the annual budget recommendations.  For Fiscal Year 2011-12, 
the list of fee recommendations is briefer than usual as a more comprehensive analysis 
and fee modifications was completed during the Fiscal Year 2010-11 Adopted Budget 
process.  As a result, Council approved modifications to many fees in Community 
Development, Community Services, Police and Public Works.  Attachment G includes a 
complete listing of fee recommendations for the General Operating Fund for Fiscal 
Year 2011-12. 
 
Compensation Cost Containment 
 
As the increased cost of employee benefits accounts for over 80.0 percent of the 
$4.6 million expenditure growth in the GOF budget, any mitigation of this amount will 
assist with achieving a structurally balanced budget.  Management has met with all 
employee groups and will continue to meet with all groups with open contracts (SEIU, 
EAGLES and Unrepresented) to discuss the fiscal situation and potential options.  If 
$1.0 million (the employee groups' share of the recommended budget balancing 
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strategy) can be achieved in employee compensation/benefit reductions, plan modifica-
tions or contributions, it will almost be sufficient to eliminate the projected structural 
deficit. 
 
Alternative Recommendations 
 
If the $1.0 million of employee cost containment discussed above cannot be achieved, 
further staffing and service reductions, as reflected in the "tiers" list, will need to be 
implemented.  These staffing and service reductions were last discussed with Council 
as part of the Budget Balancing Blueprint at the March 8, 2011 Council meeting.  The 
items are prioritized by Tiers 1 through 3 (see Attachment E). 
 
General Fund Budget Contingency Reserve 
 
The General Fund Budget Contingency Reserve is currently estimated to be 
$5.6 million.  For Fiscal Year 2011-12, should the General Operating Fund be balanced 
by eliminating filled positions, funding will be necessary from this reserve to transition 
employees to avoid layoffs.  In addition, it is recommended that $500,000 be used to 
transition the Shoreline Golf Links to a new operating model and $538,000 be 
earmarked for use in the event the State eliminates redevelopment agencies.  The 
General Operating Fund budget includes an estimated budget savings amount, but if 
this savings amount is not achieved, any shortfall will also be funded from this reserve. 
 
Status of Fiscal Sustainability Strategies 
 
On November 9, 2010, the City Council adopted a set of fiscal sustainability strategies to 
be studied and considered for implementation over the next few years. Work is under 
way on several of the strategies, as will be discussed further with the proposed budget 
presented on June 7, 2011.   
 
Next Steps 
 
Based on feedback from the City Council at the May 3, 2011 Study Session, the Fiscal 
Year 2011-12 Proposed Budget will be prepared for distribution to the City Council in 
early June.  The evening of June 7 is scheduled for the first annual public hearing on the 
full budget.  Final adoption is scheduled for the City Council meeting of June 14.  
Additionally, Major City Goals will be considered for adoption on May 10, and the 
Five-Year Capital Improvement Plan is scheduled for adoption on May 24. 
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Attachment A 

CITY OF MOUNTAIN VIEW 
MEMORANDUM 

 
 
DATE: April 28, 2011 
 
TO: City Council 
 Melissa Stevenson Dile, Interim City Manager 
 
FROM: Patty J. Kong, Finance and Administrative Services Director 
 
SUBJECT: GOOGLE PREPAID RENT 
 
 
INTRODUCTION 
 
The Charleston East site is an 18.6-acre site located at the corner of Charleston Road and 
North Shoreline Boulevard.  The northern portion of the site of approximately 9.2 acres 
(Lot 1) is currently leased to Google Inc. (Google).  That lease was effective 
February 2008 for 55 years with four 10-year options, or a potential total of 95 years.  
The lease payment of approximately $1.2 million on that property is paid annually to 
the City and provides for annual increases of 3.0 percent per year and a revaluation 
every 10 years, with a floor and maximum lease rate.   
 
On March 22, 2011, the City Council authorized the execution of the documents that 
provide for the Ground Lease of the remaining 9.4 acres (Lot 2) of the Charleston East 
site to Google.  The rent for this site is being prepaid in the amount of $30.0 million for 
the initial lease term to expire coterminous with Lot 1 of the Charleston East site of 
January 31, 2063, or approximately 52 years. 
 
This memo describes three options for the treatment of the prepaid rent as revenue into 
the General Operating Fund. 
 
BACKGROUND AND ANALYSIS 
 
In accordance with the Ground Lease (Lease Agreement), the prepaid unearned rent 
shall be pooled with other funds in the City's investment portfolio, but shall be 
separately tracked and accounted for in an Agency Fund for the benefit of Google.  The 
rent is subject to certain refund and rebate requirements as provided for in the 
Disposition and Development Agreement (DDA) and Lease Agreement that has been 
previously identified in the staff report to the City Council on March 22, 2011.  In 
accordance with generally accepted accounting principles (GAAP), the rent will be 
recorded as revenue and transferred from the Agency Fund to the City as the rent is 
earned, any remaining amount of the initial $30.0 million prepaid rent is considered 
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unearned rent.  The annual amount of earned rent will be approximately $580,000.  All 
interest on the principal prepaid rent is due to the City.   
 
The $30.0 million will be placed into the City's investment portfolio and invested in 
compliance with the Council's Investment Policy B-2, which provides: 
 

"It is the policy of the City of Mountain View to invest public funds in a 
manner that will provide the highest investment return with maximum 
security while meeting the daily cash flow demands of the City and conform-
ing to all State and local statutes governing the investment of public funds." 

 
The investment of public funds is governed by California Government Code 
Section 53600, which governs the investment of funds by local agencies, including the 
City of Mountain View.  A local agency's investment policy must comply with the 
Government Code, but may be more restrictive.  The City's policy is generally more 
restrictive than the Government Code, but not materially in the types and maturity of 
investments held by the City. 
 
The interest yield on the City's investment portfolio has varied over the past 10 years, 
from a high of 5.7 percent to the estimated annual yield of 2.5 percent for the current 
fiscal year.  Interest rates have been at an historical low and it is assumed rates will 
remain low for the next couple of years.  However, over the approximately 52-year life 
of the initial lease period, a 3.5 percent investment return appears to be achievable and 
conservative.   
 
Although, GAAP will require the recognition of the earned rent and interest associated 
with the prepaid rent on an annual basis, the method as to how the money is available 
to the General Operating Fund (GOF) for supporting GOF purposes can be determined 
by the City.  Staff is presenting three options for the transferring of this revenue source 
to the GOF as follows (examples are shown in Exhibit 1): 
 
1. Option No. 1—Traditional declining revenue stream.  The annual rent of 

approximately $580,000 along with the interest earned on an annual basis.  This 
would result in the rent fluctuating each year depending on interest rates and the 
resulting interest earned on an annual basis.  It would also result in a declining 
revenue stream as the principal balance earning interest would decline with each 
year.  With an assumed interest rate of 3.5 percent, the total interest earned over 
the life of the lease is estimated at $27.6 million and the annual revenue stream, 
including rent, would range between $1.6 million at the beginning of the lease 
period to $346,000 at the end of the lease period. 
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2. Option No. 2—Consistent revenue stream.  It is proposed that under this option, in 

addition to the annual rent of approximately $580,000 transferred for use to the 
GOF, would be an annual estimated interest amount.  This methodology would be 
similar to that utilized for the California Public Employees Retirement System 
(PERS) based on an assumed interest rate and amortizing this amount on an 
annual basis, regardless of the actual amounts earned each year.  This shows that 
based on an assumed rate of return of 3.5 percent, a total of $27.6 million would be 
earned over the life of the initial lease term and be amortized to provide 
approximately $535,000 interest on an annual basis.  Under this method, it is 
assumed the interest earned would be higher in some years and lower in other 
years, but on average would earn 3.5 percent over the life of the lease.  With the 
annual rent of $580,000, this would result in an average annual revenue stream of 
$1.1 million.   

 
3. Option No. 3—Consistent rent stream and endowment.  It is proposed under this 

option the City maintain the $30.0 million prepaid rent as an endowment for 
future use after the initial lease term.  Under this method, only the annual interest 
earnings would be available for GOF purposes and the $30.0 million prepaid rent 
would remain intact for the initial lease term.  Similar to Option No. 2, an interest 
rate of 3.5 percent would be assumed for the life of the initial lease term and would 
result in an annual $1,050,000 available for GOF purposes.  Total interest earnings 
over the initial term of the lease is projected to be approximately $54.2 million.  At 
the end of the initial lease term, the $30.0 million prepaid principal balance would 
still be intact and available for other purposes.  Although the future value of 
$30.0 million dollars would not be much in 52 years ($5.1 million at a discount rate 
of 3.5 percent), it could still be useful to provide the initial seed money for other 
projects. 

 
A new General Fund Reserve would be established to accumulate the rent as it is 
earned, as well as the interest earnings.  The recognition of the rent and interest 
earnings into this General Fund Reserve (Earned Rent Reserve) will comply with 
GAAP.  This will provide for the required accounting treatment of these funds, but 
allow the funds to be transferred to the GOF as desired.  See recommendation for the 
treatment of future lease revenue in the Narrative Budget Report.   
 
For Option Nos. 2 or 3, in the early years, where the interest earnings may not achieve a 
return at the 3.5 percent assumed rate, the principal balance of the earned rent may be 
drawn down, but would be replenished in years when the interest rate exceeds the 
3.5 percent.  A sample of this calculation at varying interest rates is shown in Exhibit 2.   
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Staff recommends Option No. 3, as this would provide the most interest earnings of the 
three options (estimated at over $50.0 million over the life of the lease) as the principal 
balance remains intact for the entire lease period generating interest.  It also provides 
for the endowment balance available at the end of the lease term of the entire 
$30.0 million (future value estimated at $5.1 million), although not a huge amount of 
money in 52 years, it would be available for future initiatives or other uses.  This option 
also generates a similar amount of annual income as Option No. 2, lower by 
approximately $67,000.  
 
Although the City's investment policy is more restrictive than the Government Code, as 
these funds are subject to risk of forfeiture, especially until a building is constructed 
(estimated to be within the first five years of the lease term), the goal for maintaining 
the principal should be of the highest priority.  Depending on the timing of any 
potential termination of the lease, there is some risk that securities in the investment 
portfolio would have to be liquidated to generate sufficient funds to refund any 
potential unearned rent under the Lease Agreement.   
 
SUMMARY 
 
The City will be receiving prepaid rent in the amount of $30.0 million for the 9.4 acres 
(Lot 2) of the Charleston East site.  This memo provides the background information 
regarding the investment of the funds, the accounting treatment and the options for this 
new revenue stream for General Operating Fund purposes.  Staff recommends Option 
No. 3 which maintains the initial $30.0 million as an endowment that will generate 
average interest earnings of $1,050,000 annually, based on an assumed investment 
return of 3.5 percent.  This option provides for the maximum total interest earnings over 
the life of the lease, as well as provides the $30.0 million at the end of the lease term 
(future value of $5.1 million) that can be used for a future purpose. 
 
Prepared by: 
 
 
 
Patty J. Kong 
Finance and Administrative 
   Services Director 
 
PJK/7/BUD 
546-04-28-11M-E^ 
 
Attachments 

















(THIS PAGE INTENTIONALLY LEFT BLANK) 









(THIS PAGE INTENTIONALLY LEFT BLANK) 









(THIS PAGE INTENTIONALLY LEFT BLANK) 





(THIS PAGE INTENTIONALLY LEFT BLANK) 













(THIS PAGE INTENTIONALLY LEFT BLANK) 









(THIS PAGE INTENTIONALLY LEFT BLANK) 

































(THIS PAGE INTENTIONALLY LEFT BLANK) 





(THIS PAGE INTENTIONALLY LEFT BLANK) 













































(THIS PAGE INTENTIONALLY LEFT BLANK) 




